KING COUNTY, WASHINGTON

NOTE 15 - RESTRICTIONS, RESERVES, DESIGNATIONS, AND CHANGES IN EQUITY

Net Assets

The government-wide and proprietary fund financial statements utilize a net assets
presentation. Net assets are classified into three categories:

Invested in capital assets, net of related debt — Consists of capital assets net of accumulated
depreciation and reduced by outstanding balances of bonds, notes and other debt that are
attributed to the acquisition, construction, or improvement of those assets.

Restricted net assets — Results when constraints are placed on net asset use either by external
parties or by law through constitutional provision or enabling legislation.

Unrestricted net assets — Consists of net assets that do not meet the definition of the two
preceding categories.

Restricted Net Assets — Business-type Activities (in thousands)

$ 231,977  Public Transportation Enterprise restricted for future construction projects
($221,032) and debt service ($10,945).

85,054  Water Quality Enterprise restricted for future construction projects
($51,965), debt service ($28,419), and litigation settlements ($4,670).

9.573 King County International Airport Enterprise restricted for future
construction projects.
Radio Communications Enterprise restricted for construction.

2,658

$ 329,262  Total Business-type Restricted Net Assets

Reserves and Designations

King County records two general types of reserves. One type indicates that a portion of the
fund balance is legally segregated for a specific future use; the other type indicates that a
portion of the fund balance is not available for appropriation. Designated fund balances, on
the other hand, represent tentative plans (including those plans prescribed by local ordinance)
for future use of financial resources.
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KING COUNTY, WASHINGTON

NOTE 15 - CONTINUED

Following is a list of all reserves and designations used by King County and a description of
each:

Reserved Fund Balances (in thousands)

Public Nonmajor
General Health Special Debt Capital
Fund Fund Revenve Service Projects
Reserved for:

Inventory $ - $ 1,964 $ - $ - $ -
Prepayments - - 4,705 - 200
Encumbrances 11,193 823 24,661 - 57,081
Advances to other funds 3.800 - - - -
Animal services 503 - - - -
Crime victim compensation

program 66 - - - -
Criminal justice 7,439
Debt service - - 788 - -
Drug enforcement program 147 - - - -
Antiprofiteering program 195 - - - -
Dispute resolution centers 93 - - - -
Inmate welfare 466 - - - -
Laptop replacement 292 - - - -
Real property title assurance 25 - - - -
Training and equipment

for Medic One - 193 - - -
Youth sports facilities

grant endowment - - 646 - -
PFD stadium bond debt service - - - 11,804 -
PFD stadium bond debt

service - escrow - - - 4,116 -
Traffic mitigation - - - - 1,336

Total reserved fund balances $ 24219 $ 2980 $ 30800 $ 15920 $ 58,617

Reserved for inventory — Segregates a portion of fund balance in the amount of the inventory
of supplies carried as an asset; it represents resources that are not available and spendable for
the fund's current operations.

Reserved for prepayments — Segregates a portion of fund balance equal to the asset
prepayments; it does not represent available, spendable resources for the fund's current
operations.

Reserved for encumbrances — Segregates a portion of fund balance for commitments made
for goods or services that have not been delivered or completed as of year-end. The budget
for these commitments will be reestablished in the new year without reappropriation.

Reserved for advances 1o other funds - Segregates a portion of fund balance for advances to
other funds (the noncurrent portion of interfund loans receivable) to indicate that they do not
constitute available financial resources and are not available for appropriation.

Reserved for animal services — Segregates a portion of fund balance fo indicate that resources
are restricted solely for the purpose of funding the animal services program, which promotes
and enforces the humane freatment of the animal population of King County.
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KING COUNTY, WASHINGTON

NOTE 15 — CONTINUED

Reserved for crime victim compensation program — Segregates a portion of fund balance to
indicate that resources are legally restricted to the crime victim compensation program and
are not spendable resources for other expenditures (chapter 7.68 RCW).

Reserved for criminal justice — Segregates a portion of fund balance to indicate that resources
are to be used exclusively for criminal justice purposes (RCW 82.14.340).

Reserved for debt service — Segregates a portion of fund balance to indicate that resources
are to be used solely for the payment of debt service.

Reserved for drug enforcement program - Segregates a portion of fund balance to indicate
that resources are legally restricted solely for the purposes of enhancing enforcement of the
Uniform Controlled Substances Act, chapter 69.50 RCW, or other laws regulating controlled
substances, including training, equipment, and operational expenses.

Reserved for anftiprofiteering program - Segregates a portion of fund balance to indicate that
resources are legally restricted solely for the purposes of the investigation and prosecution of
any offense included in the definition of criminal profiteering set forth in chapter 9A.82 RCW.

Reserved for dispute resolution centers — Segregates a portion of fund balance to indicate that
resources are legally restricted solely for the purpose of funding dispute resolution centers
(RCW 7.75.035).

Reserved for inmate welfare — Segregates a porfion of fund balance to indicate that resources
are restricted solely for the purpose of the welfare of inmates held by the Department of Adult
and Juvenile Detention.

Reserved for laptop replacement — Segregates a portion of fund balance to indicate that
resources are restricted solely for the purpose of replacing laptop computers used by police
officers.

Reserved for real property title assurance — Segregates a portion of fund balance to indicate
that resources are legally restricted solely for the purpose of the payment of damages to any
person sustaining loss or damage, through any omission, mistake, or misfeasance of the
registrar of titles, or of any examiner of titles, or of any deputy, or by the mistake or misfeasance
of the clerk of the court, or any deputy, in the performance of their respective duties under the
provisions of chapter 65.12 RCW Registration of Land Titles (Torrens Act).

Reserved for training and equipment for Medic One - Segregates a portion of fund balance to
indicate that the use of donations from individuals to Medic One are restricted to equipment
purchases and fraining for paramedics and medical services officers.

Reserved for youth sports facilities grant endowment — Segregates a portion of fund balance
pending a decision o establish a separate Permanent Fund for an endowment. The
investment income from the endowment will be used exclusively to supplement the Youth
Sports Facilities Grant Fund for the acquisition and operation of outdoor sports fields for youth.

Reserved for PFD stadium bond debt service — Segregates the revenues collected by the
County that are earmarked for future debt service payments on the 1997A-1, 19978, 1997D,
2002 Refunding, and 2004D Refunding tax exempt Baseball Stadium bond issues.
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KING COUNTY, WASHINGTON

NOTE 15 - CONTINUED

Reserved for PFD stadium bond debt service — escrow - Segregates the revenues collected by
the County that are earmarked for future debt service payments on the 1997A-2, 1997C, and
2004C Refunding taxable Baseball Stadium bond issues.

Reserved for traffic mitigation — Segregates a portion of fund balance related to the mitigation
payment system revenues to indicate that resources are restricted solely for the purpose of
funding growth-related traffic mitigation projects (King County Code 14.75.030).

Designated Fund Balances (in thousands)

Public Nonmajor
General Health Special
Fund Fund Revenue
Designated for:
Eqguipment replacement $ - $ - $ 5961
Capital projects 3,636 - -
Claims and judgments - 700 -
DDES - - 2,523
Environmental health services - 3,661 -
FEMA match - - 164
Operating reserve - - 10,912
PIHP risk reserve - - 2,627
Reappropriation - - 346
Contingencies 15,704 -
Children and family
services program 3,890 57
Total designated fund balances $ 23,230 $ 4,418 $ 22,533

Designated for equipment replacement - Indicates that a portion of fund balance has been
earmarked for the replacement of equipment.

Designated for capital projects — Identifies a portion of fund balance in the General Fund
equal to the budget for capital projects not expended and expected to be reappropriated for
the coming year. The projects may be decreased, increased, and changed in scope by the
County Council in their budget deliberations.

Designated for claims and judgments — Segregates a portion of fund balance to indicate that
resources have been earmarked for payment of legal settlements relating to the collection of
past Public Health revenues.

Designated for DDES - In the Department of Development and Environmental Services (DDES)
Fund, this account sets aside revenues for permit fee supported areas of DDES in the following
categories: (1) reserve for staff reductions; {2) revenue shortfall reserve (amount to covera 15
percent fee revenue shortfall for three months at the budgeted level for fee revenue); and (3)
reserve for fee waivers and other unanticipated costs.

Designated for environmental health services — Segregates environmental health fee revenue
which may only be used by Environmental Health Services as mandated by the Board of
Health.

Designated for FEMA match - Identifies a portion of fund balance in the Flood Conftrol Zone
Districts Fund that has been designated for future use as a local match for federal and state
grants in the event of a federally-declared flood disaster.
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KING COUNTY, WASHINGTON

NOTE 15 - CONTINUED

Designated for operating reserve — Funds designated from Mental Health revenue that are set
aside according to the King County Regional Services Network (KCRSN)'s contract with the
State Mental Health Division, totaling approximately 5 percent of annual revenues if funds are
available. Operating reserve funds are set aside to maintain adequate cash flow for the
provision of mental health services.

Designated for Prepaid Inpatient Health Plan (PIHP) risk reserve — Funds used to cover inpatient
adjustments, outpatient tier benefits, and closeout expenditures in case the King County
Regional Support Network (KCRSN) becomes insolvent. The KCRSN is funded primarily by
capitated payments from the State based on the number of Medicaid recipients in King
County. These revenues support services for people with mental iliness in King County.

Designated for reappropriation — Used at year-end for lapsed appropriations for which special
requests have been made to obtain reappropriation in the coming year.

Designated for contingencies - In the General Fund, this account segregates a portion of fund
balance to indicate that resources have been earmarked by county ordinance for the
following: (1) maintenance of essential county services in the event that General Fund revenue
collections in a given fiscal year are less than 97 percent of adopted estimated revenues; (2)
payment of legal settlements relating to the collection of past General Fund revenues; (3)
payment of catastrophic losses in excess of the Insurance Fund reserve and all other fund
balances; and (4) requests for priority capital maintenance projects if and when the
contingencies reserve exceeds $15 million.

Designated for children and family services programs — Segregates a portion of fund balance
to indicate that resources have been earmarked by county ordinance to provide children and
family services to the residents of King County.

Management Plans for Internal Service Fund Unrestricted Net Assets

The following Internal Service Funds have unrestricted net assets that have been earmarked by
County management for a specific future use as of December 31, 2006:

Department of Executive Service (DES) Equipment Replacement Fund — $1.6 million for the
replacement of personal computers.

Information and Telecommunications Services Fund — Data Processing Subfund — $3 million for
rate stabilization reserve and $148 thousand for planning data center move.

Information and Telecommunications Services Fund — Telecommunications Subfund — $60
thousand for the replacement of felecommunications equipment.

Insurance Fund - $10.2 million for catastrophic losses. The catastrophic loss reserve will be used
to respond to large, nonrecurring losses exceeding $1 million per incident.

King County Geographic Information Service (GIS) Fund - $131 thousand for the replacement
of GIS equipment.

Motor Pool Equipment Rental Fund — $4.5 million for the replacement of rental equipment.

Public Works Equipment Rental Fund - $7.2 million for the replacement of rental equipment.

Wastewater Equipment Rental Fund — $4.8 million for the replacement of rental equipment.
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Restatements of Beginning Balances

Motor Pool Equipment Rental, Public Works Equipment Rental, and Wastewater Equipment
Rental Funds - In the years 2004 and 2005, the overhead rate related to the vehicle
maintenance shop rate was used in the distribution of maintenance staff labor charges
between Fleet Administration funds and was also applied to the distribution of administrative
staff labor costs in error. As a result, the labor costs in the Motor Pool Equipment Rental Fund
and the Wastewater Equipment Rental Fund were overstated and labor costs in the Public
Works Equipment Rental Fund were understated.

Water Qudlity Enterprise — In 2006 Water Quality determined that the West Point Treatment
Plant expansion, capitalized primarily in 1995, was assigned a depreciable life that was not
representative of the estimated useful life of the underlying assets. To correct this, the
estimated useful life was increased from 15 years to 50 years, resulting in a restatement of net
assets as of December 31, 2005 from $327.7 million to $499.1 million.

The following schedules present detailed information regarding restatements of beginning
balances (in thousands):

INTERNAL ~ MOTOR POOL PUBLIC WORKS WASTEWATER

GOVERNMENTAL  BUSINESS-TYPE WATER SERVICE EQUIPMENT EQUIPMENT EQUIPMENT
ACTIVITIES ACTIVITIES QUALITY FUNDS RENTAL RENTAL RENTAL

Net Assets - December 31, 2005 $ 1,503,651 $  1.758,861 $ 327743 $ 53.972 $ 16,899 $ 21,073 $ 7,547
Cumulative depreciation

adjustment 171,388 171,388
Correction to overhead

distribution (419) 419 - 1,177 (1,596) 419
Net Assets - January 1, 2006 $ 1,503,232 $ 1,930,668 $ 499.131 $ 53,972 $ 18,076 3 19,477 $ 7.966

Component Unit - Harborview Medical Center (HMC)

Restricted Net Assets

Restricted expendable net assets — The $155,942 thousand consists of investments restricted for
capital use and by donor. Access to investments restricted for capital use is restricted by King
County for designated capital projects. Investments restricted by donor represent assets that
are restricted by creditors, grantors, or contributors external to the HMC.

Restricted nonexpendable net assets — The $1,576 thousand consists of permanent
endowments by donors.

Component Unit — Cultural Development Authority of King County (CDA)

Restricted Net Assets

Restricted expendable net assets — $10,817 thousand is restricted by RCW 67.28.180.3 and King
County ordinance for use for arts and heritage cultural program awards according to a
specified formula.

Restricted nonexpendable net assets — $14,905 thousand is a long-term endowment funded
from a portion of the hotel/motel tax pursuant fo RCW 67.28.180.3(e) to finance future arts and
heritage cultural programs.
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